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FEDERAL BUDGET FORECASTS 


In recent years actual federal expenditures have 
frequently varied widely from the original budget 
estimates. The lag between the completion of the 
budget and the beginning of the fiscal year and the 
fact that deficits in excess of those anticipated were 
not officially viewed as disturbing were important 
reasons for the differences. 

Estimates of receipts have approximated actual re- 
ceipts more closely. For the six fiscal years ended in 
1940 actual receipts were 4.5% smaller than the ori- 


in the formulation of fiscal policy. If actual ex- 

penditures exceed the estimates by substantial 
amounts or receipts do not come up to expectations, deficits 
are certain to follow or be increased. 

Actual receipts and expenditures for recent fiscal years 
have varied widely from the budget estimates. To some 
extent these differences may be attributed to the uncertain- 
ties of the period. Another important factor is that the 
budget is completed about six months before the beginning 
of the fiscal year to which it relates. For example, the 
budget for the fiscal year ending June 30, 1942, released on 
January 8, 1941, was substantially completed by the end 
of the calendar year 1940. Until a few years ago when the 
convening of the Congress was shifted from early December 
to early January, the lag between the completion of the 
budget and the beginning of the fiscal year to which it 
related was approximately seven months. In a period of 
rapidly changing requirements this lag is an important 
reason for the differences between the budget estimates and 
actual receipts and expenditures. 


R vee accurate budget estimates are essential 


EXPENDITURES 


Estimates of expenditures presented in the budgets for 
the fiscal years 1935 to 1940 are compared with actual 
expenditures in Table 1. Direct comparison for the entire 
period is complicated by the accounting change effective at 
the beginning of the fiscal year 1939. In Table 1 the budget 
estimates for earlier years have been adjusted by the differ- 
ence between actual expenditures on the two bases. This 


ginal budget estimates. Marked upward increases in 
estimated deficits resulted primarily from increased 
expenditures. 

The original budget estimates of expenditures have 
come to be regarded as little more than tentative or 
preliminary indications of actual expenditures. Sub- 
stantial differences between budget estimates and ac- 
tual expenditures for defense purposes are to be ex- 
pected, but at least the non-defense portion of the 
budget should be regarded as a fiscal plan. 


adjustment is an approximation, but the margin of error 
should be small. 

The significant feature disclosed by Table 1 is that for 
four of the six years covered the estimates presented in the 
annual budgets have not served the purpose of indicating 
the approximate level of expenditure. A difference of 25% 
or more between the estimate and actual expenditures for 
any year implies that in the aggregate the estimates for the 
year were not accepted as a basis for fiscal policy. When 
the difference is as large as that indicated for 1935, the 
original estimate in effect loses whatever degree of useful- 
ness it may seem to have possessed when it was released. 


TABLE 1: BUDGET ESTIMATES AND ACTUAL EXPENDITURES 
OF THE FEDERAL GOVERNMENT, ! 
FiscAL YEARS 1935-1940 


Amounts in Millions of Dollars 


x Excess of 
Expenditures 
’ Over Estimates 
Budget Estimates Actual Expenditures Per Cent 
Adjusted to On Basis of Adjusted to 


Accounting Accounting Accounting 
President's) Basis Effective|Procedure_Used|Basis Effective) First | Second 
Year| Budget | July 1, 1938 | During Year | July 1, 1938] Basis | Basis 


1935| 3,961 4,169 6,802 7,010 71.7} 68.1 
1936| 7,884 8,073 8,477 8,666 Tea Ta 
1937| 6,172 6,613 8,001 8,442 29.6| 27.7 
1938| 5,756 5,681 7,701 7,626 33.8) 34.2 
1939| 6,869 ——s 9,210 9,210 34.1 — 
1940} 8,996 8,996 9,537 9,337 6.0} 6.0 


1 Includes refunds, and transfers to trust accounts from the general fund. 
Excludes debt retirements. 
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At least four factors are responsible for the marked dif- 
ferences between the estimates and actual expenditures in 
Table 1. First, and perhaps most important, is the lag 
mentioned at the beginning of this article. Second, the 
period covered was relatively unstable in many respects. For 
example, the sharp decline in business activity in 1937 and 
1938 led to a reformulation of the entire expenditure pro- 
gtam with respect to relief and public works projects. 
Third, in numerous instances legislation that could not be 
taken into account when the estimates were prepared in- 
creased the level of expenditure. Fourth, during this period 
deficits were not generally regarded as undesirable and 
deficits in excess of those anticipated were not viewed as 
disturbing. 


Midyear and Other Revised Estimates 


In addition to the estimates for the year to which it pri- 
marily relates, the federal budget includes revised estimates 
for the current fiscal year and actual expenditures for the 
last completed fiscal year. As the revised estimates are made 
public at a time when approximately one half of the fiscal 
year has elapsed, they are frequently called ‘midyear es- 
timates.”’ 


Midyear estimates of expenditures are compared with 
actual expenditures for the fiscal years 1935 to 1940 in 
Table 2. With actual expenditures for roughly half of the 
year a known factor, a high degree of correspondence be 
tween the estimates and actual expenditures is to be expec- 
ted. Of the six years included in Table 2, only the first two 
showed a difference of more than 5% between the estimates 
and actual expenditures. When the data for the four fiscal 
years 1937 to 1940 are combined, it is found that actual 
expenditures differed from the combined midyear estimates 
by less than 1%. 

Interim budget revisions are at times released when 
there have been marked changes in requirements or in fiscal 
policy. For example, on September 1, 1936 the President 
announced an increase in 1937 expenditures from $6,172 
million to $7,183 million. The latter figure was in turn 
revised to $8,076 million when the 1938 budget was re- 
leased in January, 1937. 


For the fiscal year 1938 no less than four official estimates 
TABLE 2: MIDYEAR BUDGET ESTIMATES AND ACTUAL 


EXPENDITURES OF THE FEDERAL GOVERNMENT, 
FISCAL YEARS 1935-1940 


Amounts in Millions of Dollars 











Midyear Excess of Expenditures 
Budget Actual Over Est'mates 

Year Estimates Expenditures Per Cent 

1935 8,009 6,802 —15.1 

1936 7,093 8,477 +19.5 

1937 8,076 8,001 — 0.9 

1938 7,409 7,701 + 3.9 

1939 9,492 9,210 — 3.0 

1940 9,637 9,537 — 1.0 


TABLE 3: BUDGET ESTIMATES AND ACTUAL RECEIPTS 
OF THE FEDERAL GOVERNMENT, 
FIscAL YEARS 1935-1940 


Amounts in Millions of Dollars 


Excess of Receipts 


Over Estimates 


Budget Estimates Per Cent 

Revised Actual Revised 

Year Original Midyear Receipts Original Midyear 

1935 3,975 3,712 3,800 — 4.4 + 2. 

1936 3,992 4,411 4,116 + 3.1 — 6.7 

1937 5,654 5,828 5,294 — 6.4 — 9,2 

1938 7,294 6,321 6,242 —14.4 — 12 

1939 5,919 5,520 5,668 — 42 + 2.7 

1940 5,669 5,704 5,925 + 4.5 + 3.9 
Totals 

1935-40 | 32,503 31,496 31,045 — 4.5 a= 4 





were made before and during the year. In each case there 
was an upward revision of expenditures and the deficit. 
Despite the numerous changes in the estimates, the actual 
totals for both expenditures and deficit were considerably 
larger than the largest of the four estimates. The estimates 
and the actual expenditures and deficit for the year follow: 


IN MILLIONS 


Expenditures _—_ Deficit 
January, 1937 estimate $6,172 $ « 
April, 1937 estimate 7,324 418 
October, 1937 estimate 7,345 695 
January, 1938 - midyear revision 7,409 1,088 
Actual 7,7015 1,459» 


Perhaps the best illustration of a shift in policy leading 
to a sharp upward interim revision is afforded by the pump- 
priming program of 1938. Following the approval in June 
of the Work Relief and Public Works Appropriation Act 
of 1938, the President on July 13 announced a revision of 
estimated expenditures for the fiscal year 1939 to $8,985 
million. The estimate released only six months before 
was $6,869 million. This change was a direct result of 
the renewed emphasis on federal spending that followed 
the business recession of 1937-1938. 


RECEIPTS 


Since 1934 the record of the Federal Government in 
estimating receipts has been much better than in the case 
of expenditures. According to Table 3, actual receipts for 
the six years ended in 1940 differed from the original es- 
timates by only 4.5%. The difference was more than 10% 
for only one year; for two of the six years it exceeded 5%. 
This record is in sharp contrast with that for the years of 
extreme depression. For example, internal revenue taxes 
collected in the fiscal year 1932 were 47% less than the 
original budget estimate, while for income taxes alone the 
difference was 53%. 





a. A layman’s balance was forecast for the year. 
b. On accounting basis used during the fiscal year 1938. 
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Of the several principal revenue sources, income taxes 
show the most variation in yield. Their sensitivity to chang- 
ing economic conditions and to marked swings in business 
profits have increased the difficulty of estimating federal 
receipts. In the last two fiscal years, however, the difference 
between the original estimates and actual receipts has not 
been extreme. 

The detailed record by principal classes of federal re- 
ceipts for 1939 and 1940 is presented in Table 4. In 1939 
receipts from four classes fell short of the original estimates, 
while for 1940 receipts in three categories were smaller than 
the estimates. In both years the difference for income taxes 
was the principal reason for the disparity between the es- 
timate of total receipts and actual receipts. 

It is obvious, of course, that receipts for a period begin- 
ning six months in the future can be estimated only on the 
basis of certain assumptions as to the volume of business 
activity and the amount of the national income. In recent 
years the problem has been complicated by numerous chan- 
ges in the tax system. Although improvements are possible, 
considering the many difficulties that are encountered the 
record for recent years can be regarded as generally satis- 
factory. 


DEFIcITs 


The deficits estimated in the original budgets and as 
revised one year later are compared with actual deficits in 
Table 5. For each of the six years the actual deficit was 
larger than the original forecast. For three of the six years, 
however, the deficit was smaller than the revised or midyear 
estimate. On the accounting basis effective July 1, 1938, 
only one of the six years showed a deficit of less than $3 
billion. 

With the exception of 1936, the revised or midyear es- 
timate was in each case larger than the original budget 
estimate. The expectation that the actual deficit for 1936 
would be smaller than that anticipated was not realized 


TABLE 4: BUDGET ESTIMATES AND ACTUAL RECEIPTS OF 
THE FEDERAL GOVERNMENT BY PRINCIPAL SOURCES, 
FISCAL YBARS 1939 AND 1940 


Millions of Dollars 
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1939 1940 
fii Budget Estimates Budget Estimates 
. Revised | Actual Revised | Actual 
cf Original | Midyear | Receipts | Original | Midyear | Receipts 
Collection Basis 
Income 2,414 | 2,086 | 2,178 | 1,903 | 1,953 | 2,121 
Estate and gift 316 348 361 362 371 360 
Alcoholic beverage 565 563 588 607 616 624 
Tobacco 529 566 580 610 615 608 
Manufacturers’ excise 423 379 397 427 434 447 
Payroll 716 720 740 810 827 833 
Customs 390 335 319 404 283 349 
Miscellaneous 566 523 505 546 606 601 
_ Total 5,919 | 5,520 | 5,668 | 5,669 | 5,704 | 5,943 
Total adjusted to 
reasury statement basis 5,919 5,520 5,668 5,669 | 5,704 5,925 














TABLE 5: FEDERAL DEFICITs, 
FIscAL YEARS 1935-1940 


Millions of Dollars 


Budget Estimates Actual Deficit 





~ On Basis of 

Accounting Adjusted to 

oe : Procedure Accounting 

Original Revised Used During Basis Effective 

Year Budget , Midyear Year July 1, 1938 
1935 3,892 4,297 3,002 3,209 
1936 14a 2,682 4,361 4,550 
1937 518 2,248 2,707 3,149 
1938 b 1,088 1,459 1,384 
1939 950 3,972 3,542 3,542 
1940 3,326 3,933 3,612 3,612 

a Surplus. 


b A layman’s balance was forecast for the year. 


because of the soldiers’ bonus payments made in June of 
that year. The marked upward revisions suggest that a 
fairly optimistic picture was presented when the budget was 
released, but that in practice the margin between receipts 
and expenditures for some years was widened to such an 
extent that the deficit as originally estimated was not even 
adequate as an approximation of the excess of expenditures. 


THE IMMEDIATE FUTURE 


At the present time we are in a period of rising federal 
expenditures and increasing receipts. Expenditures are esti- 
mated at $13.2 billion for the fiscal year ending June 30, 
1941 and $17.5 billion for the fiscal year 1942. Net re- 
ceipts! are placed at $7 billion? for 1941 and $8.3 billion 
for 1942 on the basis of the present tax system. The deficits 
indicated are $6.2 billion for 1941 and $9.2 billion for 
1942. These deficits will, of course, tend to be reduced if 
additional taxes are imposed or rates for present taxes in- 
creased. An increase in national income at a more rapid 
rate than was anticipated at the time the estimates were 
prepared would also tend to reduce the deficits. On the 
other hand, unforeseen expenditures not now anticipated 
would tend to increase total expenditures and also the de- 
ficits. 

Because of the difficulty of determining the amount of 
expenditure that will be required in connection with the 
defense program, the problems involved in allocating these 
expenditures to specific years and the possibility of addi- 
tional expenditures that have not been budgeted, expendi- 
ture estimates for the immediate future may not be as close 
to actual expenditures as those for the last six completed 
fiscal years. If we should become involved in war, estimates 
made on the assumption that our status would remain that 
of a non-participant would be outdated immediately. 

In the current period of extraordinary requirements it is 
essential that non-defense expenditures should not exceed 
budget estimates. Differences between estimates of defense 





1Exclusive of net appropriation for federal old-age and survivors insurance 
trust fund. 

2Includes $360.5 million for return of surplus funds from government 
corporations. In addition, it is estimated that $339.5 millions of re- 
turned surplus funds will be applied as credits against expenditures. 
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expenditures and actual expenditures are, of course, to be 
expected. But if non-defense expenditures as budgeted are 
to become a ceiling for this category of expenditure, a 
change in attitude will be necessary. During the past decade 
we have come to regard the estimates released about six 
months before the beginning of the fiscal year as little more 
than tentative or preliminary indications of the actual level 
of expenditure. The budgets for this period were fiscal 
plans only in a very limited sense. Acceptance of this at- 
titude toward the budget was facilitated by the fact that in 
the entire period expenditures in excess of estimates did 
not represent the difference between balance and unbalance 
in the budget as a whole. Their sole effect was to increase 
an existing deficit. 

In brief, obtaining a greater degree of correspondence 
between actual expenditures and budget estimates may in- 
volve principally a change in attitude in regard to the budg- 
et and the functions it serves. If, for example, both the 
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executive and legislative branches of the government should 
accept the view that the budget is a fiscal plan and that 
expenditures in excess of those carried in the budget are 
to be recommended and approved only in the .vent of gen- 
uine emergencies, a greater degree of correspondence be- 
tween estimates and expenditures would automatically fol- 
low. 

The attitude of recent years toward the budget is in large 
measure an outgrowth of the long period of deficit financ- 
ing. Of the members of recent Congresses, only one third 
to one fourth were in the Congress prior to January 1, 1931, 
when the current period of deficit financing began. Under 
the circumstances an immediate change in attitude is prob- 
ably not to be expected. As defense requirements are im- 
posing an additional burden on the Treasury, it is to be 
hoped that the non-defense portion of the budget will be 
regarded as a fiscal plan and that estimates of expenditures 
will be exceeded only in the event of a real emergency. 
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